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Since reform and opening-up, China has made great effort to hard the state-owned 
enterprises’ budget constraint and improve their performance. At the same time, the soft 
budget constraint problem that also exists in local governments have been neglected 
more or less. Soft budget constraint has had a serious negative impact on all levels of 
Chinese local governments’ financial behavior. Local governments may consider when 
they are in financial crisis, they will get the bailout form the central government, thus 
their financial behavior will be distorted. The performances of soft budget constraint 
including huge debts, irresponsible spending, arbitrary of the government budget and so 
on. This not only poses a financial risk to the local governments, but also places an 
enormous burden to the central government and seriously influences the construction of 
a good financial system. Therefore, we should pay attention to the soft budget constraint 
problem of local governments. Based on the research of others, this paper intends to 
discuss the performances of soft budget constraint, the causes of soft budget constraint 
and some corresponding suggestions. 
The main part of this paper consists of four chapters: 
Chapter Two provides a survey on the theory of local governments’ soft budget 
constraint, understanding the development of this field. 
Chapter Three summarizes the main performances of local governments’ soft 
budget constraint, including debt risks, blind expansion of financial investments, 
expansion of administrative expenditures, arbitrary of the implementation of the budget 
and extra budgetary funds. 
Chapter Four analyses the causes of local governments’ soft budget constraint. The 
reasons can be divided into subjective aspect and objective aspect. It first separately 
discusses the motives of the local governments as the budget constraint organization 
and the central government as the supporting organization, then analyses the objective 
reasons of soft budget constraint, combined with the deficiencies in Chinese financial 
system. 














constraint. The measures including: regulate government financial behavior, reasonably 
distribute spending responsibility and revenue power between central and local 
governments, reinforce the management of government debt and strictly control the debt 
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因为它预期中央政府会承担部分支出或借贷的成本。这是公共池塘资源问题①
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